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Tunisia Becomes Member of Fund and Bank 


Tunisia became a member of the International Mone- 
tary Fund and the International Bank for Reconstruc- 
tion and Development on April 14, when the Articles 
of Agreement of these institutions were signed in Wash- 
ington on behalf of the Government of Tunisia by His 
Excellency Mongi Slim, Ambassador for Tunisia in the 
United States. The quota of Tunisia in the Interna- 
tional Monetary Fund is $12 million, and its subscrip- 
tion to the capital stock of the Bank is 120 shares with 
a total par value of $12 million. 


Sixty-six nations are now members of the Fund and 
the Bank. Admission of Tunisia brought the total of 
members’ quotas in the Fund to $9,053,000,000. 
The total subscribed capital of the Bank is now 
$9,360,400,000. 

Source: International Monetary Fund and International 
Bank for Reconstruction and Development, 
Joint Press Release, Washington, D.C., 
April 14, 1958. 


Fund Report at ECOSOC 


At the 23rd Session of the UN Economic and Social 
Council on April 16, Mr. Per Jacobsson, Managing 
Director of the International Monetary Fund, referred 
to the contacts that he had made with members of the 
Fund during the preceding year. In Mexico, Argentina, 


Brazil, Chile, and Peru, and more recently, in India and 
Japan, he had been impressed by the great frankness 
with which he had been able to discuss the pertinent 
problems of mutual interest to the Fund and its mem- 
bers. This he regarded as a sign of the satisfactory 
confidential relations which have been established over 
the years between the member countries and the offi- 
cials of the Fund. 

Mr. Jacobsson pointed out again, as he had done 
last year, that it would be a mistake to judge the Fund 
only by the criterion of the volume of its business. 
“The Fund is an institution for granting short-term 
financial assistance—but, of course, it is much more 
than that; it was intended to help to establish orderly 
monetary conditions after the world’s monetary system 
had been so greatly deranged by two world wars and 
a great depression. It is not as if all the wisdom of the 
past has to be discarded, but in our days there has to 
be present an element of more conscious management— 
both in the monetary affairs of the individual countries 
and in their relations with each other. 

“It is to that end that 66 countries have joined the 
International Monetary Fund and the International Bank 
for Reconstruction and Development. The newest 
members are Malaya and Tunisia; and Libya, Morocco, 


and Spain are in the process of becoming members. 
The Fund looks forward to the participation of these 
and of other countries, too, in the near future. 

“The members of the Fund,” Mr. Jacobsson said, 
“have agreed, in the Articles of Agreement, to a code 
of rules relating to certain aspects of their monetary 
conduct and to the creation of an institution, the Fund, 
to administer this code. In summarizing the powers and 
duties entrusted to the Fund by this Agreement, it is 
important to remember, in the first place, that the 
individual members have agreed to consult and seek 
the approval of the Fund, on whose Executive Board 
they are all represented, on certain matters which in 
the past have been subject only to the decision of the 
individual members themselves. Thus, members must 
consult the Fund on all changes of par value and, except 
in a few minor instances, must obtain the concurrence 
of the Fund; for changes in all other exchange rates the 
member must obtain the prior approval of the Fund. 
In the case of countries which apply exchange restric- 
tions, the Fund may, moreover, withhold approval or 
set limitations to any approval it gives to restrictions 
imposed on current payments, or to multiple currency 
practices or discriminatory currency arrangements. In 
connection with the GATT, the Fund may determine 
whether the trade restrictions maintained by a contract- 
ing party exceeds what can be justified by its balance of 
payments position. The formulation of such determina- 
tions is an important task which has already required 
action by the Fund. 
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“These are only examples of what the Fund may do; 
it alse has other powers. I think it fair to say that in 
using these powers the Fund always takes into consid- 
eration both the general situation and the difficulties 
peculiar to each individual country. Gradually, how- 
ever, general policies and principles have been formu- 
lated; last June, for example, a statement on multiple 
currency practices was approved by the Board of Execu- 
tive Directors. There is no doubt that the various 
countries concerned increasingly realize how harmful, 
not only to others but especially to themselves, is the 
distortion of prices and trade brought about by com- 
plex multiple currency practices. The improvement we 
have been able to notice so far, in these practices, is 
being somewhat retarded by the decline in the prices 
of primary products, but there is every reason to think 
that the countries in question are anxious to simplify 
their exchange systems. 

“The second important function of the Fund arises 
from the obligation of virtually all members still having 
exchange restrictions to consult annually with the Fund 
on the need for the retention of these restrictions. The 
work required in connection with these consultations— 
over 50 countries are at present required to consult the 
Fund—represents a very considerable portion of the 
current activities of the Fund. Obviously, the need for 
exchange restrictions in a country cannot be assessed 
without a study of the whole complex of financial and 
monetary developments, including such aspects of 
national policy as the budget, credit policy, develop- 
ment plans, and even prices and wages, as they affect 
the country itself and its international monetary rela- 
tions. These consultations often require the cooperation 
of many officials of the countries visited, but I am glad 
to be able to say that they seem not to be regarded as 
a burden; on the contrary, information is readily given 
and, indeed, a genuine welcome is generally extended 
to the Fund officials entrusted with the task of consul- 
tation. For the Fund itself, the contacts established 
through these consultations have proved of great value 
in all departments of its work. The consultations often 
lead both the officials in the countries visited and the 
Fund itself to the conclusion that financial or technical 
assistance is required. 

“Indeed, the provision of technical assistance is a 
third, and increasingly important, function of the Fund. 
It has been found that an objective international official 
with the required competence can often play a role that 
would be well-nigh impossible for any national official, 
however qualified he might be technically. In some 
instances, at the request of the member country con- 
cerned, it has been found possible to send an official 
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of the Fund as a technical adviser for periods of six 
months or more; at present, seven officials are on 
assignments of this sort. The Fund has even accorded 
technical assistance on request to a few countries which 
had not yet become members of the Fund.” 

Mr. Jacobsson then referred to the influence the Fund 
may exert in other ways on general policies, and even 
on world opinion in monetary matters. It may do so 
by its reports and by the studies of its Research De- 
partment, published or only communicated privately to 
the member countries. “The Fund may, under certain 
circumstances, take even more definite steps under its 
Articles of Agreement in commenting on current poli- 
cies. Furthermore, it must be remembered that the 
Fund is a body of experts in permanent session. There 
is thus constant opportunity for following developments 
and discussing policies inthe light of them. --Onece-.a 
year, the Board of Governors meets to survey the 
actions of the Board of Executive Directors and to give 
guidance. Annual meetings of the Fund may, there- 
fore, provide a sounding board for statements defining 
policy, either with reference to a particular situation or 
of a more general character. There was an interesting 
case of that kind at the Annual Meeting in Washington 
last September. In the months preceding the meeting, 
an acute tension had arisen in the European foreign 
exchange markets. That was at the time when the 
1956-57 boom had reached its climax and when, as is 
typical in such a situation, there was a dearth of credit 
everywhere—the strains that resulted were especially 
important in relation to the pound sterling because of 
the role it plays both as a trading and reserve currency. 
At the same time, West Germany, being particularly 
able to furnish the capital goods then greatly in demand, 
achieved a substantial export surplus, and, once the 
rumor had started that the deutsche mark would be 
upvalued, there were also large movements of foreign 
funds into Germany. It began to be believed, especially 
after the adjustment in the exchange value of the French 
franc in August, that there would be a general revision 
of European exchange rates, and, in particular, that 
sterling would be devalued, or at least allowed to move 
within wider margins on either side of par. As a result, 
those who had claims in sterling asked for immediate 
payment, while those who had payments to make in 
sterling delayed them as long as they could. 

“The resulting exceptional movements of funds, for 
Europe as a whole, probably totaled as much as $1,000 
million. Clearly, something had to be done, and the 
occasion came in connection with the Annual Meeting 
of the Fund and the Bank in the third week of Septem- 
ber. Immediately prior to that meeting, steps to rectify 
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the situation were taken in the countries most concerned. 

“In the United Kingdom, where gold and dollar 
reserves had fallen to the tune of $531 million in the 
three months July-September 1957, the Bank of Eng- 
land, in accordance with the ordinary credit rules, 
increased its discount rate—the bank rate—from 5 per 
cent to 7 per cent, while at the same time it was 
announced that further action was being taken to 
restrain private credit and limit the amount of gov- 
ernment investment expenditure. In West Germany, 
on the other hand, where the first nine months of 1957 
had seen a net increase in official gold and foreign 
exchange holdings of $1,359 million (equal to about 
one and a half years’ world gold production), the 
central bank reduced the official discount rate from 
4% per cent to 4 per cent—this, too, in accordance 

With the ardinary credit rules-—and.the German authori- 
ties also granted a number of foreign credits. 

“At the meeting of the Fund itself, statements were 
made by both the British and the German representa- 
tives—the Chancellor of the Exchequer, Mr. Thorney- 
croft, and Dr. von Mangoldt-Reiboldt—to the effect that 
no alteration should or would be made in the exchange 
parities of their currencies or in the existing margins, 
and to make clear that the internal steps necessary to 
support these parities were being taken. These state- 
ments were in line with the views expressed by me, as 
Managing Director, in the address with which I had 
opened the meeting on the same day. The markets 
were almost instantly impressed by these statements. 
Calm was restored, and from the beginning of Octo- 
ber 1957 to the end of March 1958 the British gold 
and dollar reserves increased by $670 million (exclud- 
ing the $250 million borrowed from the Export-Import 
Bank of Washington in October) while, at the same 
time, the German reserves declined slightly. 

“It should be added that no special credit facilities 
were granted by the Fund at the time of the Annual 
Meeting; proper steps were taken, however, in the 
countries concerned, and the Fund meeting was used 
to make important declarations of policy. Without the 
proper steps, declarations are of no avail. But such 
steps being taken, the demonstration of accord at the 
Fund meeting impressed upon the world what were the 
actual policies pursued. 

“The Germans decided not to revalue the mark, and 
thus not to alter their exchange rate vis-a-vis the dollar. 
After the monetary convulsions of the last forty years, 
the public needs some relatively simple sign as an 
indication that a policy of currency stability is being 
pursued—and the dollar exchange rate is generally 
accepted as being such a sign. If one year the rate 
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were to be altered to give the currency a higher 
exchange value, another year it might be altered in the 
opposite direction. That would tend to undermine con- 
fidence in the currency which is so needed to encourage 
savings, to make people again take out life insurance 
policies, and to re-establish a properly functioning capi- 
tal market. But exchange stability can be pursued as 
a workable policy only if the individual countries—both 
creditor and debtor countries—take the appropriate 
measures at home and in their credit arrangements with 
other countries so as to minimize the strain to which 
the exchange markets may be exposed from time to 
time. Such action was taken in the autumn of 1957, 
and the results have been most satisfactory.” 

Mr. Jacobsson then turned to what he described as 
“the most publicized function of the Fund, that of pro- 
viding financial assistance to its members,” stating that, 
since its inception, the total business of the Fund— 
which can conveniently be measured by taking total 
drawings, together with the amount of stand-by arrange- 
ments outstanding—has amounted to $3.9 billion, of 
which about two thirds has taken place in the last two 
years. “When I last appeared before the Economic and 
Social Council in April 1957, the total of the Fund’s 
business in the previous twelve months, also measured 
by the amount of drawings in the period, together with 
the amount of stand-by arrangements outstanding at the 
end of the period, had amounted to $2,012.9 million. 
For the following twelve-month period, the correspond- 
ing total came to $1,712.5 million—this, too, a very 
high figure. Included in the latter figure are, however, 
the renewal of four stand-by arrangements, amounting, 
after deduction of amounts drawn on them during the 
year, to $763.5 million. However, even if this amount 
were to be excluded, the other ‘new’ business in the 
period April 1, 1957 to March 31, 1958 would 
be seen to have been $949.0 million—which still is a 
figure of considerable consequence. 

“The world boom, which had started in 1955 and 
continued all through 1956, reached its climax in the 
first half of 1957. There was a general feeling of optim- 
ism, and an all-round upsurge in investments—often 
both private and public—with consequent pressure on 
the credit structure and unmistakable inflationary tend- 
encies. Restrictive measures had to be taken by nearly 
all countries; the official discount rates were increased 
not only in countries with a weak, but also in those with 
a strong, reserve position, including, for instance, Switz- 
erland and the United States. In those countries in 
which reserves were not too ample, deficits in the bal- 
ance of payments brought about by the increase in 
internal expenditure could not be allowed to continue, 
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particularly when foreign borrowing had become in- 
creasingly difficult. Though internal measures were 
taken to rectify the position in many countries, foreign 
credits were often needed to bridge the gap whilst the 
measures in question were taking effect. 


“Japan is a case in point. In the spring of 1957, that 
country introduced some strong measures to contain 
the boom—raising the discount rate to 8.4 per cent and 
arranging for an over-all surplus in the budget—and, 
at the same time, a drawing of $125 million was obtained 
from the Fund and a credit of $115 million from the 
Export-Import Bank of Washington. These measures 
were taken in a period when the upward trend of 
world trade, on which Japan so much depends, had 
a'ready begun to weaken. Nevertheless, the measures 
taken by the Japanese authorities quickly had the de- 
sired results; while reserves fell by about $500 million 
in the first half of 1957, the decline in the third quarter, 
when the drawing from the Fund was made, was only 
$25 million, and, in the last quarter of the year, there 
was a gain of $83 million. 

“Denmark, too, turned to the Fund when it ran into 
a deficit in the balance of payments in the winter and 
spring of 1957. It decided on a series of internal meas- 
ures to restrain domestic spending, and obtained $34 
million from the Fund. 

“A slightly different case was that of the Netherlands, 
for in that country the drain on the reserves was at- 
tributable not only to a deficit in the balance of pay- 
ments, but also to movements of funds of various 
kinds, including the familiar shifts in ‘leads and lags.’ 
The official discount rate was increased, and there was 
some retrenchment in the budget. The Netherlands 
made a drawing of $68.8 million from the Fund and 
a stand-by arrangement of the same amount—these 
two items together were equal to 50 per cent of the 
country’s quota, as was also the case in the drawings 
by Japan and Denmark. 


“In Denmark and the Netherlands, as in Japan, it 
was not long before the foreign exchange position began 
to improve. By the middle of March 1958, the Dutch 
authorities notified the Fund that they had decided to 
cancel the unused stand-by arrangement six months 
before the date that it was due to expire; and on 
March 31, Denmark repaid $10 million of its drawing 
from the Fund. These steps are gratifying as outward 
and visible signs of the effectiveness of the measures 
taken, and since they also help to replenish the resources 
of the Fund, which thus remains what it shouid be, a 
really ‘revolving fund.’ 


“Stand-by arrangements are usually granted for a 


period of six or twelve months, with a possibility of 
renewal, while amounts drawn from the Fund, whether 
immediately or under a stand-by arrangement, are 
repayable within three to five years. The advance can- 
cellation of stand-by arrangements and advance repay- 
ments will, of course, set free resources for the Fund 
which, if needed, may be used in other directions. 

“In regard to European countries generally, and also 
to Japan, it has, however, to be remembered that they 
have recently benefitted from the decline in raw material 
prices which has improved their terms of trade. Al- 
though some of these countries may be showing losses 
in shipping income, owing to the low freight rates, 
their gain has generally exceeded the loss. The fortunes 
of the raw material producing countries, on the other 
hand, have generally been less favorable, and most of 
them have experienced a worsening of their. terms. of 
trade. In the last two years, the average level of raw 
material prices has fallen by some 15 per cent. In part, 
this movement is clearly of a noncyclical nature, as is 
shown by the fact that more than half of it had already 
occurred during the boom, being attributable at least 
in part to growing supplies of raw materials and of 
substitute commodities, such as artificial fibres, syn- 
thetic rubber, aluminum, etc. However, a further 
decline set in with the recession, which has led to a 
weakening in the demand for raw materials. The coun- 
tries thus affected are usually those which are most 
intent on a rapid development of their resources, and 
they therefore will find themselves in a very difficult 
position, the more so as they often have to cope with 
various internal problems of an unbalancing nature. 
From the Fund these countries may obtain short-term 
credits to help tide them over while corrective measures 
are taking effect, but for their development purposes 
they need medium- or long-term funds which must be 
obtained elsewhere; many of them have also to take 
account of the high level of maturing liabilities from 
past borrowings. 

“The Fund has been actively working for several 
years with some raw material producing countries. It 
has been able to give financial assistance, and also to 
help in working out programs for the strengthening, 
under difficult conditions, of their monetary situations. 
A stand-by arrangement was originally concluded with 
Peru in 1954, and another with Chile in 1956; these 
arrangements have been re-examined and renewed sev- 
eral times, and, most recently, in February and March 
this year. A stand-by arrangement was concluded with 
Bolivia late in 1956, and was renewed again last year; 
in addition, over the last twelve months, new stand-by 
arrangements have been entered into with Paraguay, 
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Colombia, Nicaragua, and Honduras. As far as the 
Fund is concerned, the total amount covered by these 
arrangements comes to about $110 million, some of 
which has already been drawn; but, in the cases of 
Peru, Chile, Bolivia, and Paraguay, additional amounts 
have been obtained from other sources, such as the 
U.S. Government and U.S. commercial banks, to sup- 
port the programs examined by the Fund. Cooperation 
of this kind has proved to be a very useful development 
in the field of Fund activities, increasing the amounts 
available to the countries concerned, and widening the 
circle of those interested in the success of the programs 
which have been drawn up. 

“While in all these countries the ultimate objective 
is undoubtedly to arrive at stability of exchange rates, 
it has—both for internal and external reasons—not al- 
ways. been found possible to advance immediately to 
this goal. However, in these countries too, confidence 
in the currency has to be established as a basis for 
genuine savings and orderly social life, and these coun- 
tries will, therefore, also have to strive for a return to 
conditions which will permit the stabilization of their 
foreign exchange rates. Moreover, it is pertinent to 
point out that, whether a country is operating with a 
fixed rate or a fluctuating rate, devaluations can never 
bring about an enduring balance between internal and 
external prices unless, at the same time, appropriate 
internal policies are pursued. Where the Fund has 
agreed to provide resources in support of a program 
involving the temporary use of a fluctuating rate system, 
it has done so as a choice of the lesser evil to be set 
against the harmful alternatives of complex multiple 
rate systems or substantial use of quantitative restric- 
tions, and in order to allow time for the rehabilitation 
of the domestic situation and the accumulation of a 
level of reserves adequate to maintain a fixed rate. 

“Most of the member countries who have obtained 
financial assistance from the Fund have now already 
drawn or arranged for access to the gold tranche and 
the first credit tranche. It may, therefore, be oppor- 
tune to direct attention to the principles governing the 
use of the Fund’s resources beyond the first credit 
tranche. These principles are set out on page 120 of 
the Fund’s 1957 Annual Report, in which it is stated 
‘that members’ requests for such drawings or stand-by 
arrangements are likely to be favorably received where 
they are intended to support well-balanced and adequate 
programs which are aimed at establishing or maintaining 
the enduring stability of the currencies concerned at 
realistic rates of exchange, and may therefore reasonably 
be regarded as establishing the conditions for substan- 
tial progress toward convertibility.’ Now that there is 
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a great desire everywhere to put an end to the postwar 
inflation, it is more than ever in the interest of the 
individual countries to work out and put into effect such 
programs, even if they encounter considerable initial 
difficulties. 

“In accordance with the terms of a stand-by arrange- 
ment of October 1956, France drew, in the course of 
1957, an amount from the Fund equivalent to its gold 
tranche and the first credit tranche; when early in 1958 
France turned to the Fund with a request for an addi- 
tional stand-by arrangement, it presented at the same 
time a comprehensive stabilization program. 

“Some seven or eight months earlier, the French 
authorities had begun to deal with certain budget diffi- 
culties, increasing taxation, and curtailing various items 
of expenditure. In August and October, the value of 
the franc was adjusted by what amounted to a devalua- 
tion of 16 2/3 per cent. Then in December, when the 
budget for 1958 was adopted by Parliament, maximum 
limits were imposed for total expenditure and for the 
deficit. These steps were supplemented by a number 
of detailed measures in the sphere of bank credit. On 
the basis of this program, which has been made public 
in France, a further credit of $131 million was obtained 
from the Fund, $250 million from the European Pay- 
ments Union, and $274 million from various U.S. 
agencies (largely in the form of deferment of debt 
services). It is still too early to say anything definite 
as to the success of the program which is now being 
put into effect in France. There are many difficulties 
still to be overcome, although in some fields favorable 
results are already visible. On the free markets outside 
France, French banknotes had been quoted in 1957 at 
a rate as high as F 504 per U.S. dollar. The present 
rate is about F 440, compared with an official quotation 
of F 420. This result would not have been obtained 
if the note circulation of the Bank of France had not 
been prevented from rising; it is, indeed, virtually the 
same today as it was a year ago. 

“In spite of political apprehensions, European for- 
eign exchange markets have in recent months behaved 
extraordinarily well. There has been no speculative 
movement of funds, no flight of capital, no disquieting 
loss of reserves, but genuine increases in the reserves 
of several countries. Europe’s economy tends at last 
to be more balanced. After twelve years of recon- 
struction, it seems that a more enduring stability has 
been achieved by the countries on that continent, and 
therefore its needs of assistance beyond the present 
limits should have been very greatly reduced. 

“Of the total of $3.9 billion of the Fund’s business 
since it began operations, a little less than two thirds 
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has been the share of countries in Europe. If the 
transactions represented by unused stand-by arrange- 
ments are excluded, the amount obtained by European 
countries is $1,650 million, compared with $1,316 
million for other countries, in which case the difference 
is less marked. More countries outside Europe have in 
fact been assisted than in Europe, but the drawings of 
European countries naturally reflect their greater im- 
portance in international trade; and, as far as the 
United Kingdom is concerned, the financial implica- 
tions of the widespread use of sterling extend to a very 
considerable number of countries, whether they are 
actually holders of sizable sterling balances or not. 
Perhaps it is also worthwhile pointing out that restored 
balance and prosperity in Europe is bound to react 
favorably on the fortunes of countries in other conti- 
nents. Europe still provides important markets for 
materials of all kinds, and increased demand from 
Europe should therefore benefit producers in diverse 
parts of the world. 


“The combination of resources from more than one 
agency, which was an important aspect of the assist- 
ance given to France, in some respects follows the 
pattern, which has already been developed in relation 
to some Latin American countries. In view of the 
various discussions of the adequacy of the Fund's 
resources, it deserves to be noted that its present 
resources can be supplemented by combined operations 
of this sort. 


“The Fund today still holds gold and U.S. and 
Canadian dollars to an amount of $2.3 billion. If we 
allow for the contingent liability represented by unused 
stand-by arrangements, the Fund has a completely un- 
committed balance of $1.4 billion in gold and US. 
and Canadian dollars. I have already meutioned how 
advance repurchases and cancellation of stand-by 
arrangements benefit the Fund, but I should also draw 
attention to the fact that in the last year there have 
been modest drawings in deutsche mark and Nether- 
lands guilders. The Fund’s holdings of these and 
other currencies which have been drawn from the Fund 
in the past, such as sterling and Belgian francs, are 
substantial, and we may reasonably expect further 
drawings of these widely transferable currencies in the 
future.” 


In commenting upon the world payments situation, 
Mr. Jacobsson referred to the developments of the last 
eighteen months, and in particular to the Suez crisis, 
the peak of the boom, and the subsequent recession. 


“During the Suez crisis,” he said, “the interruption 
of normal supplies to Europe, especially of oil, led to 
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increased purchases from the dollar area, and the gen- 
eral state of tension also gave rise to movements of 
funds toward that area; as a result, many countries lost 
gold and dollar reserves. According to the U.S. balance 
of payments statistics, countries outside the United 
States had a deficit with the United States of $1,100 
million in the six-month period covering the last quarter 
of 1956 and the first quarter of 1957. But, in the same 
period, through transactions with the Fund, a net 
amount of $800 million was obtained by countries with 
strained reserve positions. The fact that the economic 
effects of the Suez crisis were much less serious than 
had at one time been feared must at least partly be due 
to the credit facilities provided by the Fund. 

“It would, however, be wrong to connect the whole 
of the loss in reserves in the last quarter of 1956 and 
the first quarter of 1957 with the commercial and other 
movements arising out of the Suez crisis. Inflationary 
tendencies also played their part, and as the boom 
reached its peak in the course of the following six 
months, they continued to affect the payments position 
of countries all over the world; in Europe their effect 
was aggravated by the tension in European exchange 
markets. From the beginning of April to the end of 
September 1957, the following three countries had pay- 
ments surpluses which together amounted to about 
$1,600 million: the United States, $400 million; West 
Germany, $700 million; and Venezuela, where the sur- 
plus was due mainly to exceptionally large royalty 
receipts, $500 million. The rest of the world financed 
these surpluses out of the following resources: some- 
thing like $300 million from current gold production, 
about $600 million from net transactions with the Fund, 
and the remaining $700 million through net losses in 
gold and dollar reserves. These figures are necessarily 
somewhat complicated, but the next stage in the story 
is simpler, and in some respects rather gratifying. 

“Thanks to the corrective measures taken in various 
countries to contain the boom, and to the calming 
influence exerted at the Fund’s Annual Meeting, balance 
was speedily restored in the payments position of the 
world. The U.S. balance of payments statistics for the 
last quarter of 1957 actually showed a net deficit of 
$248 million with the rest of the world. That deficit 
was, indeed, a result of the British drawing of $250 
million from the Export-Import Bank; but even after 
this amount is deducted, the result is a balanced posi- 
tion. Since the end of September, neither Germany nor 
Venezuela has made any net addition to its reserves. It 
is therefore possible to conclude that the particular 
strains connected with the peak of the boom had been 
overcome by the last quarter of 1957. 
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“By that time, it is true, the boom itself had run its 
course in the United States, though in Europe business 
activity still remains at quite a high level. No balance 
of payments statistics are yet available for the early 
months of 1958, but judging from the trade statistics 
and the reported movements of official reserves, it 
would seem that the danger of the United States build- 
ing up a huge payments surplus in the recession may 
easily be exaggerated. This does not mean, of course, 
that certain groups of countries, and in particular the 
producers of industrial raw materials and certain other 
primary producers, will not experience considerable 
difficulties. Some of the countries concerned have siz- 
able reserves in the form of sterling balances, for 
example, but that is not the general rule. It is, of 
course, one of the tasks of the Fund to be of assistance 
when payments, difficulties arise,-including those result- 
ing from cyclical changes in international business con- 
ditions. The usefulness of whatever assistance is given 
will, however—in this as in other cases—depend very 
much upon the effectiveness of the measures taken to 
establish a tenable position in the individual countries. 
The difficulties now being experienced by these coun- 
tries cannot all be attributed to the recession, since it 
is unfortunately the case that a number of them were 
already in the grip of strong inflationary pressures at 
home before the recession set in. If, in such a situation, 
no corrective measures were to be taken to eliminate 
or at least to reduce the inflationary pressures, the like- 
lihood is that the assistance of the Fund would be 
merely of a stop-gap nature, and that the balance of 
payments difficulties would recur before long. For any 
real improvement to be achieved, the countries them- 
selves must take adequate measures, and, if they do so 
under a comprehensive rehabilitation program, they can 
count on financial assistance from the Fund and prob- 
ably also from other sources. 

“Much will, naturally, depend upon the course of 
the: present recession. It seems that, in a market econ- 
omy, business fluctuations are an integral part of the 
system; do not investigators tell us that in the last 
hundred years, twenty-four recessions have followed 
booms? In a boom, many new things are started; a 
point is generally reached where resources are over- 
strained, and productive capacity in some sectors gets 
out of line with market conditions. In a recession, on 
the other hand, with the evident need for adjustments, 
more attention has to be paid to cost accounting, and to 
the absorptive capacity of particular markets. In these 
circumstances, the aim must be to moderate the fluctua- 
tions by adequate policies and proper behavior, and, 
in particular, to avoid the emergence of a deepening 
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depression. There are many reasons for thinking that 
we shall now be able to avoid the worst pitfalls of the 
1930’s. There would seem to be little danger this time 
of the recurrence in the United States of an agricultural 
depression coinciding with the industrial downturn, such 
as was the case in the 1930’s—the prices of several 
agricultural products have, indeed, recently been rising 
somewhat. We should, furthermore, have wisdom 
enough not only to abstain from raising tariffs and 
imposing other obstacles to trade, but also to avoid 
any abrupt interruption of the flow of investment funds, 
remembering that in recent years such funds—whether 
in the form of foreign aid or of loans from various 
markets or institutions—have been of great assistance 
to the development of many countries, and to the up- 
ward trend in world trade. As far as the world’s mone- 
tary conditions are concerned, it would further seem 
possible to avert any serious crack in the exchange 
structure, such as had so great a disruptive effect when 
it spread from country to country in the years 1930-34. 
Thus if—as seems possible—we keep clear of an agri- 
cultural recession, avoid a setback to the liberalization 
of trade and an interruption in the flow of investment 
funds, and avert an exchange upheaval, we should be 
able to count on much more stable general conditions 
than those which prevailed in the early 1930’s. That 
being the case, it is worth remembering that past reces- 
sions, in somewhat similar circumstances, have been 
overcome by the interplay of a reduction of costs and 
an easing of money. Those industrial countries which 
are in a strong reserve position, and therefore able to 
take measures at an early date, will now find that they 
can ease their money conditions more effectively than 
in the past, and, at the same time, stimulate the active 
use of the available funds. But they may further find 
that changed conditions in their social and economic 
structure will stand in the way of the kind of cost 
reductions that occurred in most previous recessions. 
In some. measure, however, cost. reductions are -still 
possible; and, in any case, great care must be taken to 
avoid any actual increase in costs. In the fluctuations 
of the past, periods of contraction, which have not been 
aggravated by particularly adverse circumstances, have 
usually lasted from twelve to fourteen months; if-reason- 
able policies are followed and the proper adjustments 
made, we should probably be wise to adopt, for the 
moment, some such prospect as the most suitable work- 
iag hypothesis this time. Acting on this assumption, 
countries need not be over-alarmed by the difficulties 
ahead, but can continue their efforts to arrive at a bal- 
anced position. Such policies would help to prevent a 
setback in those many fields in which impressive prog- 
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ress has been made in recent years—in the liberalization 
of trade, in the strengthening of the monetary structure, 
and in the assistance which has been given in many 
forms to underdeveloped countries.” 

Mr. Jacobsson concluded his address by quoting a 
saying of George Santayana, “Those who cannot re- 
member the past are condemned to repeat it.” “In this 
century,” he said, “many mistakes have been committed, 
but also much progress has been made. Here we are 
concerned with the conditions of economic life; and 
one of the outstanding lessons of the past is that coun- 
tries cannot prosper under nationalistic policies of 
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closed economies. It is part of the fundamental condi- 
tions of a dynamic economy in a flexible market system 
that, from time to time, and especially in a recession, 
difficulties and losses should arise which affect both the 
relations between countries and their own individual 
economies. Then, more than ever, it is essential not to 
be deflected from the main objectives, but persistently 
to pursue those lines of policy which will continue to 
strengthen the economic and financial structure of all 
our countries, and thus lay the foundations for a fresh 
advance in production and in the general standard of 
living.” 


IBRD Approval of Loans for Ports in India 


The World Bank has approved two loans totaling $43 
million for port improvements at Calcutta and Madras, 
two of India’s largest and most important port cities. 
One loan, of $29 million, is being made to the Com- 
missioners for the Port of Calcutta; and the other loan, 
of $14 million, is being made to the Trustees of the 
Port of Madras. The two port authorities are autono- 
mous agencies subject to the general control of the 
Government of India. 


Three private banks in the United States will partici- 
pate in the two loans for a total amount of $1,705,000. 
The Bank of America and Chase Manhattan Bank 
together are taking a total amount of $1,113,000 of 
the $29 million Calcutta port loan; this represents all 
of the first maturity and part of the second maturity 
which fall due in 1963. The Irving Trust Company is 
participating in the $14 million Madras port loan to 
the extent of $592,000 representing the first two maturi- 
ties which also fall due in 1963. 


Both loans will be for a term of 20 years and bear 
interest of 542 per cent including the 1 per cent com- 
mission which is allocated to the Bank’s Special Reserve. 
Amortization of the loans will begin in April 1963. 
The loans will be guaranteed by the Government of 
India. 


Improvement of transport, especially of major ports 
and railways, has been given the highest priority in 
India’s Second Five Year Plan. Calcutta and Madras 
are two of the main ports where measures will be 
taken to relieve ship congestion, expedite the handling 
of cargo, and improve general operating efficiency. The 
total cost of the Calcutta port project is estimated to 
be 280 million rupees ($59 million equivalent). The 
Bank’s loan of $29 million will cover the foreign ex- 


change requirements, and the remaining costs will be 
met by the Commissioners for the Port of Calcutta 
with some assistance from the Government of India. 
The Madras port project will cost a total of 153.4 mil- 
lion rupees ($32.2 million equivalent). The Bank's 
loan of $14 million will cover the foreign exchange 
requirements, and the Madras Port Trustees will finance 
the local currency costs. 


The loan agreements have been sent to India for 
execution by the Commissioners of the Port of Calcutta 
and by the Trustees of the Port of Madras. Subse- 
quently, the loan agreements will be signed in Wash- 
ington by an official of the Bank, and the Guarantee 
Agreements will be signed by the Bank and by the 
Ambassador of India. 


Source: International Bank for Reconstruction and 
Development, Press Release, Washington, 
D.C., April 16, 1958. 
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